REPORT OF THE AUDITOR-GENERAL TO THE MPUMALANGA LEGISLATURE AND THE 
COUNCIL ON THE PIXLEY KA SEME LOCAL MUNICIPALITY 


REPORT ON THE FINANCIAL STATEMENTS 
Introduction 

I was engaged to audit the accompanying financial statements of the Pixley Ka Seme Local 
Municipality, which comprise the statement of financial position as at 30 June 2010, and the 
statement of financial performance, statement of changes in net assets and cash flow statement 
for the year then ended, and a summary of significant accounting policies and other explanatory 
information, as set out on pages xxx to xxx. 

Accounting officer’s responsibility for the financial statements 

The accounting officer is responsible for the preparation and fair presentation of these financial 
statements in accordance with South African Standards of Generally Recognised Accounting 
Practice (SA Standards of GRAP) and in the manner required by the Local Government: 
Municipal Finance Management Act of South Africa, 2003 (Act No. 56 of 2003) (MFMA). This 
responsibility includes: designing, implementing and maintaining internal control relevant to the 
preparation and fair presentation of financial statements that are free from material 
misstatement, whether due to fraud or error; selecting and applying appropriate accounting 
policies; and making accounting estimates that are reasonable in the circumstances. 

Auditor-General’s responsibility 

As required by section 188 of the Constitution of South Africa, 1996 (Act No. 108 of 1996), 
section 4 of the Public Audit Act of South Africa, 2004 (Act No. 25 of 2004) (PAA) and 
section 126(3) of the MFMA, my responsibility is to express an opinion on these financial 
statements based on conducting the audit in accordance with the International Standards on 
Auditing and General Notice 1570 of 2009 issued in Government Gazette 32758 of 
27 November 2009. Because of the matters described in the basis for disclaimer of opinion 
paragraphs, however, I was not able to obtain sufficient appropriate audit evidence to provide a 
basis for an audit opinion. 

Basis for disclaimer of opinion 

Accumulated surplus 

• The opening balance of the accumulated surplus of R73 054 637 as disclosed in the 
statement of changes in net assets did not agree to the prior year’s accumulated 
surplus balance of R45 579 294. The municipality did not reconcile the difference of 
R27 475 343 between the prior year’s closing balance and the current year’s opening 
balance. Consequently, the opening balance as well as the closing balance disclosed in 
the statement of changes in net assets and the statement of financial position was 
overstated by R27 475 343. 1 could not determine the effect on the other account 
balances or classes of transactions contained in the financial statements. 

• A disclaimer of opinion was issued on the prior year’s financial statements, and I was 
unable to determine the extent of the effect of these limitations on the accumulated 
surplus balance of R65 450 099 as at 30 June 2010. 



• The closing accumulated surplus of R65 450 099 as disclosed in the financial 
statements did not agree to the balance of R45 458 096 per the general ledger. The 
municipality did not reconcile the difference of R19 992 003 between the financial 
statements and the underlying records. Consequently, the accumulated surplus balance 
was overstated by R19 992 003 (2009: R5 828 912). I could not determine the effect on 
the other account balances or classes of transactions contained in the financial 
statements. 

• I was unable to obtain supporting information and explanations for transactions 
amounting to R121 198 that were processed through the accumulated surplus account, 
due to limitations placed on the scope of my work by the municipality. I was unable to 
confirm by alternative means the closing balance of the accumulated surplus in the 
statement of financial position. Consequently, I did not obtain the required information 
and explanations I considered necessary to satisfy myself as to the completeness, 
existence as well as valuation and allocation of the accumulated surplus. 

Reserves 

• The corresponding amount for the government grants reserve to the amount of 
R37 639 081 as disclosed in the statement of financial position did not agree to the 
opening balance of R67 499 812 per the general ledger. The municipality did not 
reconcile the difference of R29 860 731 between the financial statements and the 
underlying records. Consequently, the government grants reserve comparative and 
closing balance at 30 June 2010 were understated by R29 860 731. 1 could not 
determine the effect on the other account balances or classes of transactions contained 
in the financial statements. 

» The depreciation reserve balance of R26 691 464 as disclosed in the statement of 
financial position did not agree to the balance of RO per the genera! ledger. The 
municipality did not reconcile the difference of R26 691 464 between the financial 
statements and the underlying records. Consequently, the depreciation reserve closing 
balance was overstated by R26 691 464. 1 could not determine the effect on the other 
account balances or classes of transactions contained in the financial statements. 

• The employee benefit reserve balance of R680 324 as disclosed in the financial 
statements did not agree to the balance of RO per the general ledger. The municipality 
did not reconcile the difference of R680 324 between the statement of financial position 
and the underlying records. Consequently, the employee benefit reserve closing 
balance was overstated by R680 324. 1 could not determine the effect on the other 
account balances or classes of transactions contained in the financial statements. 

• The opening capital replacement reserve balance of R1 9 340 1 02 as disclosed in the 
statement of financial position did not agree to the opening balance of RIO 467 062 per 
the general ledger. The municipality did not reconcile the difference of R8 873 040 
between the financial statements and the underlying records. Consequently, the capital 
replacement reserve balance was overstated by R8 873 040. 1 could not determine the 
effect on the other account balances or classes of transactions contained in the 
financial statements. 



Consumer deposits 

• The consumer deposits balance of R4 322 356 as disclosed in the financial statements 
did not agree to the balance of R1 464 287 per the general ledger. The municipality did 
not reconcile the difference of R2 858 069 between the financial statements and the 
underlying records. Consequently, the consumer deposits balance was overstated by 
R2 858 069. 1 could not determine the effect on the other account balances or classes 
of transactions contained in the financial statements. 

• The consumer deposits balance of R4 322 356 as disclosed in the statement of 
financial position did not agree to the balance of R1 697 231 per note 2 to the financial 
statements. The municipality could not reconcile the difference of R2 625 1 25 (2009: 

R1 676 414). 

• The corresponding figure for the consumer deposits balance of R8 457 716 as 
disclosed in the statement of financial position did not agree to the corresponding figure 
of R1 676 414 per note 2 to the financial statements. The municipality could not 
reconcile the difference of R6 781 302. 

• Furthermore, consumer deposits were understated by R586 607 as a result of the 
municipality’s tariff policy not having been appropriately applied. Had the tariff policy 
been appropriately applied, both consumer deposits and debtors would have increased 
by R586 607. 

Provisions 

I was unable to obtain supporting documentation or related explanations for the provision for 
performance bonuses amounting to R503 224 as disclosed in the statement of financial 
position, due to limitations placed on the scope of my work by the municipality. I was unable to 
confirm by alternative means the closing balance of the provision on the financial statements. 
Consequently, I did not obtain sufficient appropriate audit evidence to satisfy myself as to the 
existence, completeness and valuation of the provision. 

Creditors 

• The creditors balance of R23 540 279 as disclosed in the financial statements did not agree 
to the balance of R4 322 359 per the general ledger. The municipality did not reconcile the 
difference of R1 9 217 920 between the financial statements and the underlying records. 
Consequently, the creditors balance was overstated by R19 217 920 (2009: R1 734 403). I 
could not determine the effect on the other account balances or classes of transactions 
contained in the financial statements. 

• I was unable to obtain supporting documentation or related explanations for trade creditors 
amounting to R227 643 as disclosed in the statement of financial position, due to limitations 
placed on the scope of my work by the municipality. I was unable to confirm by alternative 
means the closing balance of the creditors in the financial statements. Consequently, I did 
not obtain sufficient appropriate audit evidence as to the existence, completeness as well 
as valuation and allocation of creditors. 

• I was unable to obtain an other creditors listing, nor did the municipality’s records permit the 
performance of alternative procedures, to obtain reasonable assurance as to the existence, 
completeness and valuation of other creditors amounting to R3 224 149, included in the 
other creditors balance of R23 540 279, due to limitations placed on the scope of my work 



by the municipality. Consequently, I did not obtain sufficient appropriate audit evidence as 
to the existence, completeness and valuation of creditors. 

• The creditors balance of R23 540 279 as disclosed in the statement of financial position did 
not agree to the balance of R10 565 346 as disclosed in note 3 to the financial statements. 
The municipality could not reconcile the difference of R12 974 933. 

• The corresponding figure for the creditors balance of R21 041 656 as disclosed in the 
statement of financial position did not agree to the corresponding figure of R12 558 851 as 
disclosed in note 3 to the financial statements. The municipality could not reconcile the 
difference of R8 482 805. 

Conditional grants and receipts 

• Unspent conditional grants of RIO 283 041 were not recorded in the accounting records. If 
this amount had been accounted for, unspent conditional grants would have been 
increased by RIO 283 041 (2009: R2 514 503) and revenue would have decreased by 
RIO 283 041 (2009: R2 514 503). 

• The conditional grants balance of R7 134 077 as disclosed in the statement of financial 
position did not agree to the balance of R17 417 1 18 as disclosed in note 4 to the financial 
statements. The municipality could not reconcile the difference of RIO 283 041. 

• The corresponding figure for the conditional grants balance of R1 5 140 106 as disclosed in 
the statement of financial position did not agree to the corresponding figure of R2 514 503 
as disclosed in note 4 to the financial statements. The municipality could not reconcile the 
difference of R1 2 625 603. 

Property, plant and equipment 

• I could not obtain sufficient appropriate audit evidence, nor did the municipality’s records 
permit the performance of alternative audit procedures, to obtain reasonable assurance as 
to the valuation and allocation, existence and completeness of, and rights to, property, plant 
and equipment amounting to R183 923 581 (2009: R169 041 594) as presented in the 
statement of financial position, due to limitations placed on the scope of my work by the 
municipality. 

• Property, plant and equipment of R183 923 581 as disclosed in the financial statements did 
not agree to the balance of R194 253 41 1 per the general ledger. The municipality did not 
reconcile the difference of RIO 329 830 between the financial statements and the 
underlying records. Consequently, the property, plant and equipment balance was 
overstated by RIO 329 830. 1 could not determine the effect on the other account balances 
or classes of transactions contained in the financial statements. 

• The property, plant and equipment balance of R183 923 581 as disclosed in the statement 
of financial position did not agree to the balance of R273 081 157 per note 6 to the financial 
statements. The municipality could not reconcile the difference of R89 157 576. 

• The corresponding figure for the property, plant and equipment balance of R1 99 916 142 
as disclosed in the statement of financial position did not agree to the corresponding figure 
of R254 303 420 per note 6 to the financial statements. The municipality could not reconcile 
the difference of R54 387 278. 



Investment property 

The municipality could not provide sufficient appropriate audit evidence to support investment 
property totalling R716 959 disclosed in the statement of financial position. Consequently, I did 
not obtain sufficient appropriate audit evidence to satisfy myself as to the existence, rights, 
completeness as well as valuation and allocation of investment property. 

Long-term receivables 

The municipality could not provide sufficient appropriate audit evidence to support the long- 
term receivables of R79 336 disclosed in the statement of financial position. Consequently, I 
did not obtain sufficient appropriate audit evidence to satisfy myself as to the existence, rights, 
completeness as well as valuation and allocation of long-term receivables. 

Inventory 

• Paragraph 42 of the SA Standard of GRAP, GRAP 3 Accounting Policies, Changes in 
Accounting Estimates and Errors states that an entity shall correct matenal prior period 
errors retrospectively in the first set of financial statements authorised for issue after their 
discovery by: (a) Restating the comparative amounts for the prior period(s) presented in 
which the error occurred. Contrary to this requirement, a prior period error relating to the 
inventory balance was not retrospectively adjusted and disclosed by the municipality, 
resulting in an overstatement of the corresponding amount of inventory by R6 026 491 and 
an overstatement of the accumulated surplus by the same amount. If inventory had been 
properly accounted for, inventory and the accumulated surplus would have decreased by 
R6 026 491. 

• The corresponding figure for inventory of R6 163 075 as disclosed in the statement of 
financial position did not agree to the corresponding figure of R1 953 140 per note 9 to the 
financial statements. The municipality could not reconcile the difference of R4 209 935. 

Consumer debtors 

• The consumer debtors balance of R42 883 1 93 as disclosed in the financial statements did 
not agree to the balance of R52 276 412 per the general ledger. The municipality did not 
reconcile the difference of R9 393 219 between the financial statements and the underlying 
records. Consequently, the consumer debtors balance was understated by R9 393 219. 1 
could not determine the effect on the other account balances or classes of transactions 
contained in the financial statements. 

• The municipality could not provide sufficient appropriate audit evidence to support debtors 
with credit balances of R375 046 included in the statement of financial position. 
Consequently, I did not obtain sufficient appropriate audit evidence to satisfy myself as to 
the existence, rights, completeness as well as valuation and allocation of debtors. 

• The municipality could not provide sufficient appropriate audit evidence to support the 
provision for doubtful debts of R16 616 777 as disclosed in note 10 to the financial 
statements. The municipality’s records did not permit the application of alternative audit 
procedures regarding the provision for doubtful debts. Consequently, I did not obtain 
sufficient appropriate audit evidence to satisfy myself as to the existence, rights, 
completeness as well as valuation and allocation of debtors. 

• The municipality could not provide sufficient appropriate audit evidence to support the other 
debtors balance of R614 675 as recorded in the financial statements. Consequently, I did 



not obtain sufficient appropriate audit evidence to satisfy myself as to the existence, rights, 
completeness as well as valuation and allocation of other debtors. 

• The consumer debtors balance of R42 883 193 as disclosed in the financial statements did 
not agree to the balance of R55 612 292 per note 10 to the financial statements. The 
municipality could not reconcile the difference of R12 729 099. 

• The corresponding figure for the consumer debtors balance of R16 332 635 as disclosed in 
the statement of financial position did not agree to the corresponding figure of R21 642 046 
per note 10 to the financial statements. The municipality could not reconcile the difference 
of R5 309 411. 

Other debtors 

• The municipality could not provide sufficient appropriate audit evidence to support other 
debtors with credit balances of R26 079 980, netted off against other debtors of 

R15 121 448 included in the statement of financial position. Consequently, I did not obtain 
sufficient appropriate audit evidence to satisfy myself as to the existence, rights, 
completeness as well as valuation and allocation of other debtors. 

• The municipality could not provide sufficient appropriate audit evidence to support the 
amount of R5 888 693 included as expenditure in other debtors. Consequently, I did not 
obtain sufficient appropriate audit evidence to satisfy myself as to the existence, rights, 
completeness as well as valuation and allocation of other debtors. 

« The other debtors balance of R15 121 448 as disclosed in the financial statements did not 
agree to the credit balance of R686 321 per the general ledger. The municipality did not 
reconcile the difference of R15 807 769 between the financial statements and the 
underlying records. Consequently, the other debtors balance was overstated by 
R1 5 807 769. 1 could not determine the effect on the other account balances or classes of 
transactions contained in the financial statements. 

• The other debtors balance of R1 5 121 448 as disclosed in the statement of financial 
position did not agree to the balance of R333 668 per note 1 1 to the financial statements. 
The municipality could not reconcile the difference of R14 787 780. 

• The corresponding figure for the other debtors balance of R12 116 308 as disclosed in the 
statement of financial position did not agree to the corresponding figure of R733 710 per 
note 1 1 to the financial statements. The municipality could not reconcile the difference of 
R1 1 382 598. 

Current portion of long-term debtors 

• The zero balance of the current portion of long-term debtors as disclosed in the statement 
of financial position did not agree to the balance of R48 622 per note 8 to the financial 
statements. The municipality could not reconcile the difference of R48 622. 

• The zero balance of the corresponding figure for the current portion of long-term debtors as 
disclosed in the statement of financial position did not agree to the corresponding figure of 
R42 178 per note 8 to the financial statements. The municipality could not reconcile the 
difference of R42 178. 



Bank balances and cash 


• The cash and bank balance of R44 442 820 as disclosed in the financial statements did not 
agree to the balance of R39 784 163 per the general ledger. The municipality did not 
reconcile the difference of R4 658 657 between the financial statements and the underlying 
records. Consequently, the cash and bank balance was overstated by R4 658 657. 1 could 
not determine the effect on the other account balances or classes of transactions contained 
in the financial statements. 

• The cash and bank balance of R44 442 820 (2009: R18 452 856) as disclosed in the 
statement of financial position did not agree to the balance of R2 558 973 per note 12 to the 
financial statements. The municipality could not reconcile the difference of R41 883 847. 

• The corresponding figure for the cash and bank balance of R63 782 969 as disclosed in the 
statement of financial position did not agree to the corresponding figure of R2 432 905 per 
note 12 to the financial statements. The municipality could not reconcile the difference of 
R61 350 064. 

Value-added tax 

• The value-added tax (VAT) output was understated by R508 752 due to unexplained 
differences between the VAT recalculated and the VAT 201 forms. Had this been correctly 
accounted for, accounts payable would have increased by R508 752. 

• The VAT balance of R13 503 050 as disclosed in the statement of financial position did not 
agree to the balance of R1 1 504 212 per note 5 to the financial statements. The 
municipality could not reconcile the difference of R1 998 838. 

• The corresponding figure for the VAT balance of R1 0 632 355 as disclosed in the statement 
of financial position did not agree to the corresponding figure of R7 008 023 per note 5 to 
the financial statements. The municipality could not reconcile the difference of R3 624 332. 

Total revenue 

The total revenue as presented in the statement of financial performance amounting to 

R126 639 925 was overstated by R191 970, due to a casting error in the statement of financial 

performance. If the correct amount had been used, the net surplus of R17 183 496 would have 

decreased by R191 970. 

Government grants and subsidies 

• Generally Accepted Municipal Accounting Practice, GAMAP 9 Revenue (GAMAP 9) states 
that government grants are recognised as revenue when: (1) it is probable that the 
economic benefit and service potential associated with the transaction will flow to the 
municipality, (2) the amount can be measured reliably, and (3) to the extent that there has 
been compliance with any restrictions associated with the grant. Conditional grants 
amounting to R14 758 899, where conditions had been met, were only disclosed in notes 4 
and 1 5 to the financial statements, but were not recognised in the statement of financial 
performance of the municipality as revenue in terms of the requirements of GAMAP 9. Had 
the conditional grants been recognised in terms of the requirements of GAMAP 9, revenue 
and the accumulated surplus would have increased by R14 758 899 and unspent 
conditional grants would have decreased by the same amount. 

• The government grants and subsidies amount of R53 836 664 as disclosed in the 
statement of financial performance did not agree to the amount of R53 536 664 per the 



general ledger. The municipality did not reconcile the difference of R300 000 between the 
financial statements and the underlying records. Consequently, the government grants and 
subsidies amount was overstated by R300 000. 1 could not determine the effect on the 
other account balances or classes of transactions contained in the financial statements. 

• The government grants and subsidies amount of R53 836 664 as disclosed in the 
statement of financial performance did not agree to the amount of R53 536 664 per note 15 
to the financial statements. The municipality could not reconcile the difference of R300 000. 

• The corresponding figure for the government grants and subsidies amount of R41 121 936 
as disclosed in the statement of financial performance did not agree to the corresponding 
figure of R55 559 380 per note 15 to the financial statements. The municipality could not 
reconcile the difference of R14 437 444. 

Service charges 

• The service charges amount of R49 925 814 as disclosed in the statement of financial 
performance did not agree to the amount of R49 868 395 per the general ledger. The 
municipality did not reconcile the difference of R57 419 between the financial statements 
and the underlying records. Consequently, the service charges amount was overstated by 
R57 419. 1 could not determine the effect on the other account balances or classes of 
transactions contained in the financial statements. 

• The service charges amount of R49 925 814 as disclosed in the statement of financial 
performance did not agree to the amount of R53 536 664 per note 14 to the financial 
statements. The municipality could not reconcile the difference of R3 589 689. 

• The corresponding figure for the service charges amount of R32 647 284 as disclosed in 
the statement of financial performance did not agree to the corresponding figure of 

R36 936 125 per note 14 to the financial statements. The municipality could not reconcile 
the difference of R4 288 841 . 

• The corresponding figure for the service charges amount of R32 647 284 as disclosed in 
the statement of financial performance did not agree to the previous year’s amount of 
R26 800 300 as disclosed in the previous year’s financial statements. The municipality 
could not reconcile the difference of R5 846 984. 

• Included in service charges were transactions amounting to R7 608 024, relating to 
services for the prior year. This resulted in an overstatement of the service charges income 
for the year and the net surplus for the year by R7 608 024. 

• The service charges amount of R49 925 814 as disclosed in the statement of financial 
performance did not agree to the amount of R49 868 395 per the general ledger. The 
municipality did not reconcile the difference of R57 419 between the financial statements 
and the underlying records. Consequently, the service charges amount was overstated by 
R57 419. 1 could not determine the effect on the other account balances or classes of 
transactions contained in the financial statements. 

Assessment rates 

Included in assessment rates were transactions amounting to R1 420 340, relating to rates for 

the prior year. This resulted in an overstatement of the assessment rates income for the year 

and the net surplus for the year by R1 420 340. 



interest received 

Included in the statement of financial performance was interest from an external investment of 

R1 393 972 that did not agree to the interest as per the bank confirmation of R2 548 907. As a 

result, interest received and other debtors were understated by R1 154 935. The municipality 

could not reconcile the difference. 

Other income 

• The other income amount of R3 033 008 as disclosed in the statement of financial 
performance did not agree to the amount of R3 231 945 per the general ledger. The 
municipality did not reconcile the difference of R198 937 between the financial statements 
and the underlying records. Consequently, the other income amount was understated by 
R198 937. I could not determine the effect on the other account balances or classes of 
transactions contained in the financial statements. 

• The other income amount of R3 033 008 as disclosed in the statement of financial 
performance did not agree to the amount of R3 180 270 per note 16 to the financial 
statements. The municipality could not reconcile the difference of R147 262. 

• The corresponding figure for the other income amount of R1 876 823 as disclosed in the 
statement of financial performance did not agree to the corresponding figure of R6 456 474 
per note 16 to the financial statements. The municipality could not reconcile the difference 
of R4 579 651 . 

• The other income amount of R53 180 270 as disclosed in the statement of financial 
performance did not agree to the amount of R3 231 945 per the general ledger. The 
municipality did not reconcile the difference of R51 675 between the financial statements 
and the underlying records. Consequently, the other income amount was overstated by 
R51 675, 1 could not determine the effect on the other account balances or classes of 
transactions contained in the financial statements. 

General expenses 

• General expenses to the amount of R26 496 365 as disclosed in the statement of financial 
position were overstated by R896 648, as a result of a misaltocation of capital expenditure. 
A proper classification would have resulted in a decrease in general expenditure, an 
increase in the accumulated surplus, and an increase in property, plant and equipment of 
R896 648. 

• General expenses of R26 496 365 as disclosed in the statement of financial performance 
were overstated by R1 539 195, due to some transactions that had been recorded inclusive 
of VAT. Had the transactions been recorded correctly, general expenses as well as 
accumulated surpluses would have been reduced by R1 539 195 and the related VAT 
receivable would have increased by the same amount. 

• The general expenditure amount of R26 496 365 as disclosed in the statement of financial 
performance did not agree to the amount of R20 722 040 per note 16 to the financial 
statements. The municipality could not reconcile the difference of R5 774 325. 

• The corresponding figure for the general expenditure amount of R20 647 866 as disclosed 
in the statement of financial performance did not agree to the corresponding figure of 
R15 699 280 per note 16 to the financial statements. The municipality could not reconcile 
the difference of R4 948 586. 



Bulk purchases 

• I was unabie to obtain supporting documentation for bulk purchases transactions 
amounting to R4 635 529, due to limitations placed on the scope of my work by the 
municipality. I was unable to confirm or verify by alternative means these transactions. 
Consequently, I did not obtain all the information and explanations I consider necessary to 
satisfy myself as to the occurrence, accuracy and classification of bulk purchases 
expenses. 

• The corresponding figure for the bulk purchases amount of R13 675 374 as disclosed in the 
statement of financial performance did not agree to the corresponding figure of 

R12 054 106 per note 20 to the financial statements. The municipality could not reconcile 
the difference of R1 621 268. 

Repairs and maintenance 

Repairs and maintenance of R7 770 342 as disclosed in the statement of financial performance 
were overstated by R201 524, due to some transactions that had been recorded inclusive of 
VAT. Had the transactions been recorded correctly, repairs and maintenance as well as 
accumulated surpluses would have been reduced by R201 524 and the related VAT receivable 
would have increased by the same amount. 

Employee costs 

• The employee costs amount of R49 983 196 as disclosed in the statement of financial 
performance did not agree to the amount of R51 612 935 per the general ledger. The 
municipality did not reconcile the difference of R1 629 739 between the financial statements 
and the underlying records. Consequently, the employee costs amount was understated by 
R1 629 935. 1 could not determine the effect on the other account balances or classes of 
transactions contained in the financial statements. 

• The employee costs amount of R49 983 196 as disclosed in the statement of financial 
performance did not agree to the amount of R49 879 603 per note 17 to the financial 
statements. The municipality could not reconcile the difference of R103 593. 

• The corresponding figure for the employee costs amount of R36 925 128 as disclosed in 
the statement of financial performance did not agree to the corresponding figure of 

R37 175 040 per note 17 to the financial statements. The municipality could not reconcile 
the difference of R249 912. 

• I was unable to obtain supporting documentation and related explanations for the 
unreconciled variance of R184 389 between the comparative amount of R36 925 128 per 
the current financial statements and R37 109 517 as per last year’s financial statements. 
The municipality could not reconcile the difference of R184 389. 

• Employee costs were understated by R212 730, as the leave payout was not included in 
the total employee cost as presented in the financial statements. Had this been properly 
accounted for, employee costs would have increased by R212 730 and the net surplus for 
the year would have decreased by the same amount. 

Remuneration of councillors 

• The remuneration of councillors amount of R7 047 073 as disclosed in the statement of 
financial performance did not agree to the amount of R5 021 133 per the general ledger. 
The municipality did not reconcile the difference of R2 025 940 between the financial 



statements and the underlying records. Consequently, the remuneration of councillors 
amount was overstated by R2 025 940. 1 could not determine the effect on the other 
account balances or classes of transactions contained in the financial statements. 

• The remuneration of councillors amount of R7 047 073 as disclosed in the statement of 
financial performance did not agree to the amount of R5 059 121 per note 18 to the 
financial statements. The municipality could not reconcile the difference of R1 987 952. 

• The corresponding figure for the remuneration of councillors amount of R5 892 828 as 
disclosed in the statement of financial performance did not agree to the corresponding 
figure of R4 623 559 per note 18 to the financial statements. The municipality could not 
reconcile the difference of R1 269 269. 

Cash flow statement 

I was unable to satisfy myself as to the completeness and accuracy of the cash flow 
information due to the numerous items contributing to the disclaimer of opinion that affected the 
amounts disclosed in the statement of financial position and the statement of financial 
performance. 

Irregular as well as fruitless and wasteful expenditure 

« Payments amounting to R8 871 045 were made in contravention of the supply chain 
management policy of the municipality, resulting in irregular expenditure. The amount was 
not disclosed in the note to the financial statements as required by section 125(2)(d) of the 
MFMA, thus resulting in the understatement of irregular expenditure. 

• Payments amounting to R2 900 504 were made for goods and services that were not 
delivered to the municipality, resulting in fruitless and wasteful expenditure. The amount 
was not disclosed in the notes to financial statements as required by section 125{2)(d) of 
the MFMA, resulting in the understatement of fruitless and wasteful expenditure. 

• Overpayments to the value of R1 10 217 were made to various suppliers and had not been 
recovered yet. This was as a result of amounts paid to suppliers being more than the 
invoice amounts. The amount was not disclosed in the notes to financial statements as 
required by section 125(2)(d) of the MFMA, resulting in the understatement of fruitless and 
wasteful expenditure. 

Disclaimer of opinion 

Because of the significance of the matters described in the basis for disclaimer of opinion 
paragraphs, I have not been able to obtain sufficient appropriate audit evidence to provide a 
basis for an audit opinion. Accordingly, I do not express an opinion on these financial 
statements. 

REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS 

As required by the PAA and in terms of General Notice 1570 of 2009 issued in Government 
Gazette 32758 of 27 November 2009 , 1 include below my findings on the report on 
predetermined objectives, compliance with the MFMA and the Local Government: Municipal 
Systems Act of South Africa, 2000 (Act No. 32 of 2000) (MSA), and financial management 
(internal control). 



Predetermined objectives 

Materia! findings on the report on predetermined objectives, as set out on pages xx to xx, are 
reported below; 

Non-compliance with regulatory and reporting requirements 

No reporting against predetermined objectives, indicators and targets 

• The municipality did not prepare the annual performance report in terms of section 46 of 
the MSA and section 121(3){c) of the MFMA. 

• The municipality did not adopt a performance management system before the adoption 
of the key performance indicators and targets in the integrated development plan. 

inadequate content of integrated development plan 

The integrated development plan of the municipality did not include the key performance 
indicators and performance targets determined in terms of its performance management 
system, as required by sections 26(i) and 41 (1)(b) of the MSA and regulation 12 of the 
Municipal Planning and Performance Management Regulations, 2001 . 

Internal auditing of performance measurements 

The internal auditors of the municipality did not audit the performance measurements on a 
continuous basis and submit quarterly reports on their audits to the municipal manager and the 
performance audit committee. 

No mid-year budget and performance assessments 

The accounting officer did not by 25 January assess the performance of the municipality during 
the first half of the financial year, taking into account the municipality’s service delivery 
performance during the first half of the financial year and the service delivery and budget 
implementation plan, as required by section 72 of the MFMA. 

Compliance with laws and regulations 

Municipal Finance Management Act 

The internal audit unit was not properly established or not functioning properly 

Contrary to the requirements set out in section 165 of the MFMA, the internal audit unit of the 
municipality was not functioning properly: 

a. The unit did not prepare a risk-based audit plan and an internal audit programme for 
each financial year. 

b. The unit did not advise the accounting officer and report to the audit committee on the 
implementation of the internal audit plan and matters relating to: 

i. Internal audit 

ii. Internal controls 

iii. Accounting practices and procedures 

iv. Risk and risk management 

V. Performance management 



vi. Loss of control 


The audit committee was not functioning properly 

• The audit committee did not advise the municipal council, the political office-bearers, the 
accounting officer and the management staff of the municipality on matters relating to: 

o Internal financial control and internal audit 
o Risk management 
o Accounting policies 

0 The adequacy, reliability and accuracy of financial reporting and information 
o Performance management 
o Effective governance 
o Compliance with applicable legislation 
o Performance evaluation 

• The audit committee did not review the annual financial statements to provide the 
council of the municipality with an authoritative and credible view of the financial position 
of the municipality, its efficiency and effectiveness, and its overall level of compliance 
with the MFMA and any other applicable legislation. 

Expenditure was incurred in contravention of, or not in accordance with, applicable 
legislation, resulting in irregular expenditure 

Irregular expenditure was incurred in contravention of the requirements of the MFMA, and was 
not condoned by the National Treasury. 

Expenditure incurred was made in vain or could have been avoided, resulting in fruitless 
and wasteful expenditure 

Expenditure incurred was made in vain and could have been avoided had reasonable care been 
exercised. 

The financial statements were not prepared in accordance with applicable legislation 

The municipality did not prepare financial statements that fairly presented the state of affairs of 
the municipality; its performance against its budget; its management of revenue, expenditure, 
assets and liabilities; its business activities; its financial results and its financial position as at the 
end of the financial year, in accordance with legislative requirements. 

INTERNAL CONTROL 

I considered internal control relevant to my audit of the financial statements and the report on 
predetermined objectives and compliance with the MFMA and the MSA, but not for the purpose 
of expressing an opinion on the effectiveness of internal control. 

The matters reported below are limited to the significant deficiencies regarding the basis for 
disclaimer of opinion paragraphs, the findings on the report on predetermined objectives and the 
findings on compliance with laws and regulations. 

Leadership 

Oversight responsibility 

• Key officials were not available throughout the audit process due to leave, meetings and 
other commitments. 



• The accounting officer (administrator) did not adequately exercise oversight responsibility 
over reporting, compliance with laws and regulations, and internal control. 

Financial and performance management 

Quality, reliable monthly financial statements and management information 

• The annual financial statements and annual performance report were not submitted for 
auditing as per the legislated deadlines. 

• The financial statements submitted for auditing contained many errors, such as casting and 
amounts presented on the face of the financial statements not agreeing to amounts per the 
notes to the financial statements. 

Proper record keeping and record management 

• Not all requested information was submitted for audit purposes. 

• A report on predetermined objective was not submitted for audit purposes. 

Adequate hnancial management systems 

• Manual or automated controls were not designed to ensure that the transactions occurred, 
were authorised, and were completely and accurately processed. 

« Systems were not appropriate to facilitate the preparation of the financial statements and 
performance reports. 

Governance 

Risk identification and management 

Internal controls were not selected and developed to prevent or detect and correct material 
misstatements in financial reporting and reporting on predetermined objectives. 

Internal audit that inspects the adequacy and implementation of internal control 

• Ongoing monitoring and supervision were not undertaken to enable an assessment of the 
effectiveness of internal control over financial and performance reporting. 

• Internal control deficiencies were not identified and communicated in a timely manner to 
allow for corrective action to be taken. 

• Internal audit did not fulfil its responsibilities as set out in legislation and in accordance with 
accepted best practice and standards. 

Audit committee that promotes independent accountability and service delivery 

• The audit committee did not fulfil its responsibilities as set out in legislation and in 
accordance with accepted best practice. 

• The implementation of internal and external audit recommendations was not monitored. 

• Financial statements were not reviewed prior to submission for auditing. 

OTHER REPORTS 
Investigations 

During the current period an investigation was conducted by the provincial Department of 
Cooperative Governance and Traditional Affairs (COGTA).The investigation was initiated based 
on the allegation of possible cash embezzlement by an employee of the municipality. The loss 
suffered by the municipality due to cash embezzlement is estimated to be R1,3 million. The 



investigation has since resulted in the resignation of the employee in question and criminal 
proceedings being instituted against him. 
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